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On April 1, three major banking companies announced that their loans to Brazil would be placed
on non-accrual status. The actions by BankAmerica Corp., J.P. Morgan Co. and the Manufacturers
Hanover Trust Co. came six weeks after Brazil suspended interest payments on $69 billion of its debt
with private banks.
Analysts said other banks are likely to follow suit. Negotiations with Brazil are scheduled to begin
April 10, and bankers said they expected to reach an agreement under which interest payments
would resume. BankAmerica Corp., the second largest banking company in the US, and J.P.
Morgan and Co., Inc., the fourth largest, were the first big US banks to place Brazilian loans in nonperforming status. Their decision was shortly followed by Manufacturers Hanover. BankAmerica
said it was placing $1.9 billion in medium- and long-term loans to Brazil in non-accrual status.
According to statements by BankAmerica officers, the action would reduce its first quarter income
by $40 million, and if deferral continues, the annual loss would total $140 million.
Next, BankAmerica said it was also putting on non-accrual status about $180 million of medium- and
long-term loans to Ecuador. This action reduces first quarter earnings by $5 million, and earnings
for the year by $15 million. Ecuador suffered an earthquake in March, resulting in an estimated
billion dollars in damages. Morgan spokespersons said the bank had declared non-performing
some $1.3 billion in Brazilian loans. Morgan expects an earnings reduction of some $20 million in the
first quarter, and $72 million for the year if deferral continues. The same figures for Manufacturers
Hanover are $18 million and $70 million, respectively.
Several major US banks, including Citibank, the biggest bank in the United States, and Brazil's
principal private bank creditor, had reportedly been considering placing their loans in non-accrual
status on closing accounts for the first quarter which ended March 31. However, BankAmerica and
Morgan were the first banks to take action. These actions by the banks are not expected to have
significant effects on stocks because the market has reportedly already factored in the Brazilian
situation.
As a general rule, the banks label loans "non-performing" when payments are overdue by 90 days
or more. When this happens, the payments are registered as they are made, rather than when they
become due. Although for the bulk of the loans, the 90-day period has not yet elapsed, the banks
said the possibility existed that the deadline date would pass before Brazil could renegotiate debt
payments.
Analysts predict that such actions by the major money center banks reflect both a recognition
that Brazil will not resume payments in the near future, and that the banks are disposed to carry
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out lengthy negotiations over concessions requested by Brazil in the refinancing. In February, the
Brazilian government suspended interest payments on $69 billion in private bank debt, pending
refinancing. Brasilia stated that payments could not be continued, result of rapid decline of the
country's foreign currency reserves to $3.9 billion, and a monthly trade surplus below the $1 billion
necessary to continue debt service payments. (Basic data from NEW YORK TIMES, 04/02/87; AP,
04/01/87)
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